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August 15, 2000

Accompanying this letter is an exposure draft of a proposed Statement of Position (SOP),
Amendment to Scope of Statement o f Position 95-2, Financial Reporting by Nonpublic Investment
Partnerships, to Include Commodity Pools. A summary of the proposed SOP follows this letter.
The purpose of this exposure draft is to solicit comments from preparers, auditors, and users of
financial statements and other interested parties.
The proposed SOP would amend the scope of SOP 95-2 to include investment partnerships that
are commodity pools subject to regulation under the Commodity Exchange Act of 1974 in the
scope of SOP 95-2. The amendment is proposed because AcSEC did not issue a separate Audit
and Accounting Guide for commodity pools.
AcSEC welcomes comments or suggestions on any aspect of the exposure draft. When making
comments, please include references to specific paragraph numbers, include reasons for any
suggestions or comments, and provide alternative wording if appropriate.
Comments on the exposure draft should be sent to Daniel Noll, Technical Manager, Accounting
Standards, File 3170.AM, American Institute of Certified Public Accountants, 1211 Avenue of the
Americas, New York, NY 10036-8775, in time to be received by November 15, 2000. Responses
may also be sent by electronic mail over the Internet to DNOLL@AICPA.ORG.Written comments
on this exposure draft will become part of the public record of the AICPA and will be available for
public inspection at the AlCPA’s offices after November 15, 2000, for one year.
Sincerely,

David B. Kaplan, CPA
Chair
Accounting Standards
Executive Committee

Joseph Graziano, CPA
Chair
SOP 95-2 Amendment Task Force

Elizabeth A. Fender, CPA
Director
Accounting Standards

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10036-8775 (212) 596-6200
The C P A Never Underestimate The Value.
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SUMMARY
This Statement of Position (SOP) amends SOP 95-2, Financial Reporting by Nonpublic
Investment Partnerships, to include within the scope of SOP 95-2 investment partnerships that
are commodity pools subject to regulation under the Commodity Exchange Act of 1974.

5

TABLE OF CONTENTS

FOREWORD............................................................................................................

7

INTRODUCTION AND BACKGROUND................................................................................................ 8

SCOPE.................................................

8

CONCLUSIONS.....................................................................................................................................9

EFFECTIVE DATE................................................................................................................................. 9

BASIS FOR CONCLUSIONS.................................................................................................................9

APPENDIX............................................................................................................................................ 12

6

FOREWORD

The accounting guidance contained in this document has been cleared by the Financial
Accounting Standards Board (FASB). The procedure for clearing accounting guidance in
documents issued by the Accounting Standards Executive Committee (AcSEC) involves the
FASB reviewing and discussing in public board meetings (1) a prospectus for a project to develop
a document, (2) a proposed exposure draft that has been approved by at least ten of AcSEC’s
fifteen members, and (3) a proposed final document that has been approved by at least ten of
AcSEC’s fifteen members. The document is cleared if at least five of the seven FASB members
do not object to AcSEC undertaking the project, issuing the proposed exposure draft or, after
considering the input received by AcSEC as a result of the issuance of the exposure draft, issuing
the final document.
The criteria applied by the FASB in its review of proposed projects and proposed documents
include the following.
1.

The proposal does not conflict with current or proposed accounting requirements,
unless it is a limited circumstance, usually in specialized industry accounting, and the
proposal adequately justifies the departure.

2.

The proposal will result in an improvement in practice.

3.

The AICPA demonstrates the need for the proposal.

4.

The benefits of the proposal are expected to exceed the costs of applying it.

In many situations, prior to clearance, the FASB will propose suggestions, a number of which are
included in the documents.
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PROPOSED STATEMENT OF POSITION
AMENDMENT TO SCOPE OF STATEMENT OF POSITION 95-2,
FINANCIAL REPORTING BY NONPUBLIC INVESTMENT PARTNERSHIPS,
TO INCLUDE COMMODITY POOLS
INTRODUCTION AND BACKGROUND
1.
Statement of Position (SOP) 95-2, Financial Reporting by Nonpublic Investment
Partnerships, requires that nonpublic investment partnerships present the following:
a.

A condensed schedule of investments

b.

A statement of operations in accordance with the provisions of the Audit and
Accounting Guide Audits of Investment Companies (Investment Companies Guide)

c.

Management fees and disclose the calculation of management fees

Nevertheless, paragraph 5(b) of SOP 95-2 excludes from its scope “investment partnerships that
are commodity pools subject to regulation under the Commodity Exchange Act of 1974.”
2.
Paragraph 5 of SOP 95-2 says that investment partnerships excluded from the scope of
SOP 95-2 should comply with the financial reporting requirements of the AICPA Audit and
Accounting Guides applicable to those entities. Footnote 1 of SOP 95-2 says that the then-current
Audit and Accounting Guide Audits of Brokers and Dealers in Securities (the Broker-Dealer
Guide) specified requirements for commodity pools1 but adds that the Guide was being revised
and that a forthcoming Guide that would apply to commodity pools was being prepared for
comment.
3.
The revised Broker-Dealer Guide does not provide financial reporting requirements for
commodity pools because the Accounting Standards Executive Committee (AcSEC) expected at
the time the Broker-Dealer Guide was being prepared that it would issue a separate Guide for
commodity pools.
4.
AcSEC did not issue a separate guide for commodity pools. Instead, the AICPA issued a
nonauthoritative Practice Aid entitled Audits of Futures Commission Merchants, Introducing
Brokers, and Commodity Pools.

SCOPE
5.
This SOP applies to investment partnerships that are commodity pools subject to regulation
under the Commodity Exchange Act of 1974.

1 Part 4 of the Commodity Futures Trading Commission Regulations defines pool as any
investment trust, syndicate, or similar form of enterprise operated for the purpose of trading
commodity interests.
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CONCLUSIONS
6.
Paragraph 5(b) of SOP 95-2 is deleted. Therefore, SOP 95-2 applies to investment
partnerships that are commodity pools subject to regulation under the Commodity Exchange Act
of 1974.
7.

Paragraph 5 of SOP 95-2 is replaced with the following.
This SOP applies to investment partnerships that are exempt from SEC registration under the
Investment Company Act of 1940 and defined as investment companies in paragraph 1.01 of
the Guide, with one exception. This SOP does not apply to investment partnerships that are
brokers and dealers in securities subject to regulation under the Securities Exchange Act of
1934 (registered broker-dealers) and that manage funds only for those who are officers,
directors, or employees of the general partner. Investment partnerships identified in the
previous sentence as being exempt from the scope of this SOP should comply with the financial
reporting requirements in the AICPA Audit and Accounting Guide Brokers and Dealers in
Securities.
Investment partnerships that are SEC registrants must comply with the financial statement
reporting requirements as set forth in the Guide and as required by Articles 6 and 12 of the
SEC's Regulation S-X.

8.
Footnote 1 of paragraph 5 of SOP 95-2 is replaced with the following footnote 1 to the first
sentence of paragraph 5 (as revised in paragraph 7 of this SOP).
Investment partnerships that are commodity pools subject to regulation by the Commodity
Futures Trading Commission (CFTC) should also comply with the financial statement reporting
requirements of Part 4 of the CFTC Regulations.

EFFECTIVE DATE
9.
This SOP is effective for financial statements issued for periods ending after June 15, 2001.
Earlier application is encouraged.

The provisions of this Statement need not be
applied to immaterial items.

BASIS FOR CONCLUSIONS
10. Existing authoritative literature does not require certain commodity pools to make
disclosures that some, including AcSEC, believe are important and useful. As noted in
a comment letter from the Commodity Futures Trading Commission (CFTC) on the
September 1998 exposure draft of the Investment Companies Guide, the annual reports
of many commodity pools contain no condensed schedule of investments. A commodity
pool operator may elect to become subject to the Commodity Exchange Act of 1974
without having to trade commodities, and thus exclude itself from the scope of SOP 952. Therefore, two pools with similar operations and investment portfolios may have
different disclosures in the financial statements if one is subject to CFTC regulation and
the other is not.
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11. AcSEC notes that the exclusion of certain commodity pools from the scope of SOP 95-2 is
a consequence of AcSEC’s original intent to issue a separate Audit and Accounting Guide for
those entities. AcSEC believes that SOP 95-2 requires the disclosure of important and useful
information and that commodity pools subject to regulation under the Commodity Exchange Act
of 1974 should disclose that information. Further, AcSEC believes that it should help improve the
transparency and comparability of financial statement disclosures made by commodity pools,
hedge funds, and other kinds of funds.
12. Paragraphs B-4 through B-12 of Appendix B, “Discussion of Comments Received on the
Exposure Draft,” of SOP 95-2 (which is reprinted in the Appendix of this Exposure Draft SOP)
provide the basis for AcSEC's conclusion that the requirements related to a schedule of
investments should apply to investment partnerships that are commodity pools subject to
regulation under the Commodity Exchange Act of 1974.
13.
Paragraphs 13 and 14 of Appendix B of SOP 95-2 provide the basis for AcSEC's
conclusion that the requirements related to a statement of operations and management fees
should apply to investment partnerships that are commodity pools subject to regulation under the
Commodity Exchange Act of 1974.
14. AcSEC considered the views of those commentators on the September 1993 Exposure
Draft SOP, Financial Reporting for Investment Partnerships, who recommended that investment
partnerships registered with the CFTC as commodity pool operators be exempt from the scope of
SOP 95-2. A number of those views are summarized and discussed in paragraph B-18 of
Appendix B of SOP 95-2, which describes comments received on the exposure draft of that SOP.
15. Among the views expressed by the commentators on the September 1993 Exposure Draft
was that a condensed schedule of investments (as required by paragraph 10 of SOP 95-2) may
not be meaningful and may even be misleading because of the frequent turnover of most
commodity portfolios. That is, investments held at the date of the balance sheet may not
represent investment strategies used during the past year or that will be used in the coming year.
16. In addition, some believe that a condensed schedule of investments, which may include
investments in derivative instruments, inadequately conveys the risks associated with derivative
investments. Moreover, some believe that disclosure of a condensed schedule of investments
could result in competitive harm because that information is proprietary and akin to trade secrets
in other industries.
17. AcSEC agrees that many commodity portfolios turn over frequently. However, AcSEC
believes that a schedule of investments is useful. For example, AcSEC understands that hedge
funds held large derivative positions via over-the-counter trades in the summer and fall of 1998
and that some time elapsed before the funds could unwind those positions during the Asian
liquidity crisis in 1998. AcSEC believes that presentations of condensed schedules of investments
by hedge funds would have helped users better assess their investments in such funds.
18. AcSEC notes that attempts to improve disclosures of derivative investments to better
convey the risks associated with those investments is beyond the scope of this SOP. In addition,
commodity pools are subject to the provisions of the relevant paragraph in the forthcoming
revised Investment Companies Guide, which will provide guidance on the disclosure of futures
and forwards investments, and Financial Accounting Standards Board (FASB) Statement of
Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging
Activities.
19. Some believe that disclosure of a condensed schedule of investments could result in
competitive harm because that information is proprietary and akin to trade secrets in other
industries. AcSEC believes that reporting basic information about investments is vital for a fair
presentation of commodity pools' financial statements. AcSEC notes that paragraph 10(b) of SOP
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95-2 requires identification of only those individual investments constituting more than 5 percent
of net assets; all other investments are categorized in accordance with paragraph 10(a) of SOP
95-2. In addition, AcSEC notes that funds outside the scope of SOP 95-2 are required to disclose
individual investments that constitute more than 1 percent of net assets.

11

APPENDIX
Following is a reprint of Appendix B of SOP 95-2.

DISCUSSION OF COMMENTS RECEIVED ON THE EXPOSURE DRAFT
B-1. An exposure draft of a proposed statement of position, Financial Reporting for Investment
Partnerships, was issued for public comment in September 1993 and distributed to a variety of
interested parties to encourage comments by those that would be affected by the proposal. It
proposed that investment partnerships—
•

Include a detailed schedule of investments in securities, as illustrated in the Guide for
management investment companies, with GAAP financial statements.

•

Present a statement of operations in the format illustrated in the Guide.

•

Account for performance fees in accordance with partnership agreements and disclose the
amounts of and how such fees are computed.

B-2. The exposure draft included the minority view of AcSEC that a condensed schedule of
investments, which was illustrated, be required instead of a detailed schedule of investments, as
required by the Guide.
B-3. Sixty-nine comment letters on the exposure draft were received. The most significant and
pervasive comments received related to the proposed requirement that investment partnerships
include a detailed schedule of investments with their financial statements. For the reasons stated
in paragraphs 17 through 19 of this SOP, AcSEC agreed that the condensed schedule of
investments provided more meaningful information.

SCHEDULE OF INVESTMENTS
B-4. Most respondents to the exposure draft stated that detailed disclosures about the
investment portfolio would reveal information, such as trading strategies, that is considered to be
confidential. They believe that reporting either detailed or condensed information publicly could
be detrimental economically to partnership investors. AcSEC noted that in the absence of any
portfolio information, financial statements might merely present a single asset line item titled
investments that would approximate total assets. Such limited disclosure would undermine the
meaningfulness of financial statements.
B-5. Others expressed the view that basic financial statements should provide meaningful
summarized information rather than a complete listing of all items included in a particular financial
statement caption, such as investments in securities. They pointed out that other financial
enterprises, such as banks, property and liability insurance companies, stock life insurance
companies, and broker-dealers do not disclose their investments in a similar level of detail.
AcSEC concluded that a condensed schedule of investments, that includes disclosures of
material investments, would provide sufficient information about the composition of partnerships'
portfolios.
B-6. Many respondents stated that investment strategies must be kept confidential to achieve
the best results for investors. They expressed concern about disclosing information that they
deem to be confidential trade secrets, which might lead other investment firms to "piggyback" the
reporting partnership's positions.
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B-7. Although AcSEC recognizes the need to balance a fair presentation with protection of
proprietary information, complete confidentiality of investments is not a compelling reason for
excluding information on material items from financial statements. AcSEC acknowledges that
disclosure can produce certain detriments, but AcSEC believes that the need for adequate
disclosure outweighs the possibility of negative results. Furthermore, as noted by several
respondents, although the disclosure of investment positions may be detrimental to a number of
funds that have material short positions outstanding at a reporting date, many such positions will
have expired or will have been covered before the availability of the financial statements.
B-8. Investor Expectations and Needs. Respondents noted that investors in investment
partnerships frequently are sophisticated investors with a high net worth who neither need nor
expect the type of reporting required of mutual funds. Additionally, a number noted that
partnership agreements provide for partner access to records, thus enabling a partner to obtain
additional information if necessary; whereas others noted that partners sometimes agree not to
seek such information.
B-9. AcSEC acknowledges that many, but not necessarily all, investment partners are
sophisticated investors, but believes their need for financial information is difficult to differentiate
from that of less sophisticated investors. How to assess financial statement users' needs is a
pervasive issue in formulating accounting standards and is considered in AcSEC and FASB
deliberations. Further, it is questionable whether investment partnerships can be distinguished
from other investment companies based on the sophistication of their investors because some
public investment companies registered under the 1940 Act—
a.

Can engage in similar trading strategies, such as hedging and investing in
derivatives.

b.

Have sophisticated investors.

c.

Have minimum investment levels equal to or in excess of those called for by some
nonpublic investment partnerships.

B-10. An investor's willingness to take increased risk in return for an expected higher return does
not necessarily equate to a lack of desire for information about an investment company's
investments. In the absence of any portfolio information, financial statements might merely
present a single asset line item titled "Investments" that would approximate total assets. Such
limited disclosure would undermine the meaningfulness of financial statements.
B-11. Cost. A number of respondents addressed the issue of cost benefit in terms of their belief
that including either a detailed or condensed schedule of investments with financial statements
would jeopardize the confidentiality required to protect their trading strategies and the gains that
they engender. They mentioned, as consequences, that others could mimic their strategies or
even devise strategies to profit at the expense of an investment partnership, such as in a short
squeeze. AcSEC acknowledges that disclosure of condensed schedules of investments may be
detrimental in certain cases. Nevertheless, AcSEC believes that reporting basic information about
investments is vital for a fair presentation of investment partnerships' financial statements.
B-12. Other respondents expressed a belief that the incremental cost to assemble, present, and
audit the investment information would not be outweighed by the benefits of the disclosures.
AcSEC believes that such costs should not be material because much of the information required
appears to be readily available.
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STATEMENT OF OPERATIONS AND PARTNERS' FEES AND ALLOCATIONS
B-13. Most respondents directed their comments to the proposed requirement for investment
partnerships to present a schedule of investments, as discussed above. Comments on the
proposed statement of operations and partners' fees and allocations were as follows.
•

Most respondents who expressed opinions on the proposed statement of operations
supported it, but a number objected to it because they believe that the format is
appropriate for public mutual funds, but not for nonpublic investment partnerships.
One commentator suggested imposing a uniform requirement for both broker-dealers
and investment companies, and another suggested a different format altogether.

•

A number of respondents who expressed opinions on reporting partners' fees and
allocations supported the proposed reporting, and most of the remainder
recommended that one or the other accounting method be required, although most
did not state a preference for one method or another.

B-14. AcSEC has decided not to make any significant changes to those requirements proposed
in the exposure draft. AcSEC believes that because both public (SEC registered) investment
companies and nonpublic investment partnerships have similar operations, their statements of
operations should also be similar. Although AcSEC recognizes that issuing definitive standards is
desirable, it continues to believe that this SOP cannot provide definitive guidance on accounting
for payments to general partners because such guidance would have to result from deliberations
of broader partnership accounting issues.

REGULATORY CONSIDERATIONS
B-15. Broker-Dealer Requirements. The financial statements of broker-dealers need not include
a detailed or condensed schedule of investments or a separate disclosure of realized and
unrealized gains (losses). In the AlCPA's Audit and Accounting Guide Audits o f Brokers and
Dealers in Securities, securities brokers and dealers are described as follows (paragraph 1.01):
Brokers, acting in an agency capacity, buy and sell securities and commodities for their
customers and charge a commission. Dealers or traders, acting in a principal capacity, buy and
sell for their own account and trade with customers and other dealers.
B-16. Representatives of the broker-dealer industry have expressed the view that investment
partnerships that are registered as broker-dealers and that manage funds only for directors,
officers, or employees of the partnership's general partner, should be permitted to follow brokerdealer accounting, which does not require the presentation of a schedule of investments. They
point out that such investment partnerships are registered as broker-dealers to more readily
obtain credit to invest on behalf of the broker-dealers' owners or employees, who are defined as
affiliated persons by the Securities Exchange Act of 1934. Because those investment
partnerships are registered broker-dealers, they are required to prepare financial statements filed
with the SEC the way that broker-dealers are. Such financial statements comply with the format
for broker-dealers specified in the Audit and Accounting Guide Audits of Brokers and Dealers in
Securities. Were such entities required to apply the requirements in this SOP, they would have to
prepare financial statements using two different formats: those in the Broker-Dealer Guide and
those specified by this SOP.
B-17. AcSEC believes that investment partnerships that are registered broker-dealers and that
invest funds only for directors, officers, or employees of a partnership's general partner should be
exempt from the requirements of this SOP. GAAP for broker-dealers is set forth in the BrokerDealer Guide, and such partners can readily obtain the information that a condensed schedule of
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investments and a statement of operations in the format of an investment company would afford
them.
B-18. Commodity Pool Requirements. Some investment partnerships are registered with the
Commodity Futures Trading Commission (CFTC) as commodity pool operators and, as such, are
required by the CFTC to file financial statements that are prepared in conformity with GAAP.
Commentators recommend that such entities be exempt from the scope of the SOP because—
a.

A detailed or condensed schedule of investments may not be meaningful and may
even be misleading because of the volatility of most commodity portfolios.

b.

The format of the statement of operations currently in use for commodity pools is
more meaningful than that proposed in the SOP.

c.

The Chief Accountant of the CFTC Division of Trading and Markets has issued an
Interpretation on how to report allocations of investment partnership equity or other
interests to general partners in financial statements filed with the CFTC. That
Interpretation requires that such allocations be reported in the statement of
operations immediately after net income and, as such, is consistent with the
conclusions in this SOP.

B-19. In addition to the foregoing, AcSEC notes that an AICPA task force is drafting an Audit and
Accounting Guide that will apply to commodity pools, including investment partnerships that are
commodity pools. Accordingly, AcSEC has exempted from the scope of this SOP investment
partnerships that are commodity pools subject to regulation under the Commodity Exchange Act
of 1974.
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